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INTRODUCTION

1.1 Theinformationalperspectiveofaccountingsignalsincapitalmarkets 
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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ͳͻͻ͵ǢʹͲͳͳȌǤ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
“Theobjectiveofgeneralpurposefinancialreportingistoprovidefinancialinformation
aboutthereportingentitythatisusefultoexistingandpotentialinvestors,lenders,and
other creditors in making decisions about providing resources to the entity. Those

ʹ

decisions involvebuying,selling,orholdingequityanddebt instrumentsandproviding
orsettlingloansandotherformsofcredit”(SFACNo.82010).

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Ǥͳ	ǡǯ
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   ǡ ǡ    
ȋǤǤǡ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	ǡ
ȌǤ
1.2 Implicationsoftheinformationapproachfordebtmarketsandperiodsof
financialdistress 
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BANKREGULATORYCERTIFICATIONANDCAMEL
FRAMEWORKǦRELATEDACCOUNTINGSIGNALSINTHE
DEBTMARKET
2.1 Introduction
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8 The report of the Financial Crisis Advisory Group (2009) presented to the IASB and FASB discusses among 
other things the limitations of financial reporting during financial crisis periods. 
9 SFAC No. 1 has been superseded by SFAC No. 8 (Conceptual Framework for Financial Reporting Chapter 1, 
The Objective of General Purpose Financial Reporting, and Chapter 3, Qualitative Characteristics of Useful 
Financial Information that includes the new conceptual framework). As the time period in this study includes the 
change from SFAC No. 1 to SFAC No. 8, both concepts need to be mentioned. Nevertheless, there are no 
implications for the results of this study as both concepts basically incorporate the information approach to 
decision usefulness (Appendix A). 
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10 According to the Business Cycle Dating Committee (2010) of the National Bureau of Economic Research 
(NBER), the recent financial crisis (“Great Recession”) started in December 2007 and ended in June 2009 
(http://www.nber.org/ cycles/sept2010.html). Attributable to the construction of the annual cumulative bond 
returns, the period from April 2007 to March 2009 is used as the GFC period in this dissertation. Figure 2.1 
supports the period definition of the GFC used in this dissertation - Bank of America (BofA) Merill Lynch 
Option-Adjusted Spreads (OAS) from January 1996 to March 2013 (Source: Federal Reserve Bank St. Louis). 
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2.4 Hypotheses
2.4.1 Cumulativemonthlybondreturnanalysis
2.4.1.1 Associationbetween cumulativemonthlybond returnsand ratios related to the
CAMELframework

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Hypothesis1a: Banks’ annual bond returns are associatedwith annual changes in
ratiosrelatedto ‘earningpower’(Coreperformanceratio:σEAbility)
duringtherecentfinancialcrisisperiod(April2007–March2009).

Hypothesis1b: Banks’ annual bond returns are associatedwith annual changes in
ratiosrelatedto ‘bookvalues’(Equitybase:σCAdequacy/Liquidity:
σLiquidity / Asset quality: σAQuality) during the recent financial
crisisperiod(April2007–March2009).


21 The hypotheses are split into 1a and 1b to stress the different sources of the variables. Core performance 
information is based on the income statement whereas equity base, liquidity, and asset quality are based on 
information retrieved from the statement of financial position.  


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2.4.1.2 AnticipationoffinancialindicatorsrelatedtotheCAMELframework

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Hypothesis2: During the recent bank crisis period (April 2007 – March 2009),
banks’ cumulative monthly bond returns are more strongly
associated with annual changes in ratios related to the CAMEL
framework in themonth of the financial statements’ public release
thaninpreviousmonths.


2.4.1.3 Relative importanceofpreliminaryearningsand10ǦK filingannouncements for
investorsinthedebtmarket


 ǡǡ
ǡͳͲǦǡ
     
      Ǧ Ǥ 
        ǡ ǡ
 ǡ  ǡ   Ǥ    
ǡ
      Ǥ      
 ǡ     ͳͲǦ
           
ȋʹͲͲͺȌǤ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Hypothesis3: ShortǦwindow bond returns centered on the 10ǦK filing
announcement dates are more strongly associated with banks’

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
annualbondreturnsthanshortǦwindowbondreturnscenteredonthe
preliminaryearningsannouncementdatesduringtherecentfinancial
crisis(April2007–March2009).

2.4.2 Dailybondreturnanalysis
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Hypothesis4: Changes in banks’ financial indicators related to the CAMEL
frameworkarevaluerelevantforbondholdersonlyduringtherecent
financialcrisisperiod(April2007–March2009).
2.5 Methodology,researchdesign,andsampleselection
2.5.1 Perfectforesightportfoliostrategy

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2.5.3 Sampleselection
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2.6 Empiricalresults
2.6.1 Descriptiveanalysis
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ʹͲͳͳǡ
      Ǧ 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TABLE2.2:



	
ȋαͻͷȌ


	
ȋαͺͻȌ



	
ȋαͺͺȌ


	

ȋαʹ͹ʹȌ


   
100%Max ͲǤͳʹͷͷ ͲǤͳ͹͸ͻ ͳǤʹͷͷ͵ ͳǤʹͷͷ͵ 
99% ͲǤͲͻ͹ͻ ͲǤͳ͹͸ͻ ͳǤʹͷͷ͵ ͲǤ͸ͷͶͳ 
95% ͲǤͲ͹ͺͺ ͲǤͲ͹͹͵ ͲǤͶͻͷͺ ͲǤ͵ʹ͵ͳ 
90% ͲǤͲ͸ͻʹ ͲǤͲ͸ͻͻ ͲǤ͵ʹ͵ͳ ͲǤͳͻͳͺ 
75%Q3 ͲǤͲ͸ͳͲ ͲǤͲͷͷͳ ͲǤͳͷ͹ʹ ͲǤͲͻͶͺ 
50%Median ͲǤͲͶʹ͵ ͲǤͲ͵ʹͳ ͲǤͲͻͳ͵ ͲǤͲͷͻͶ 
25%Q1 ͲǤͲʹʹ͸ ǦͲǤͲͳͷͻ ͲǤͲ͸ͻ͵ ͲǤͲ͵Ͳ͸ 
10% ͲǤͲͲͺͺ ǦͲǤͳ͵͹ͻ ͲǤͲͷͲ͸ ǦͲǤͲ͸Ͷͻ 
5% ͲǤͲͲ͸͹ ǦͲǤͳͺͶͻ ͲǤͲ͵͸Ͷ ǦͲǤͳ͵͹ͻ 
1% ǦͲǤͲͲ͸͵ ǦͲǤ͵ͺʹʹ ǦͲǤͲͲͻ͸ ǦͲǤʹ͸ʹͳ 
0%Min ǦͲǤͲͶͺͻ ǦͲǤ͵ͺʹʹ ǦͲǤͲͲͻ͸ ǦͲǤ͵ͺʹʹ 
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  Ǧ    ǦǤ
             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   ȋCumretȌǡ
    ȋσRating)        
 (σAQualityȌǡ    ȋσEAbilityȌǡ   ȋσCAdequacyȌǡ
ȋσLiquidityȌǤ ǦͲǤͶͶ 
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	Ȍ 
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TABLE2.3a:
 Cumret σRating σAQuality σCAdequacy σLiquidity σEAbility
Cumret ͳǤͲͲͲͲ    
σRating(notranked) ǦͲǤͲͳ͹ͳ ͳǤͲͲͲͲ   
σAQuality(notranked) ͲǤͲʹͷͻ ͲǤͳͶ͸ʹ ͳǤͲͲͲͲ  
σCAdequacy(notranked) ͲǤͲ͸͹ͻ ͲǤͲ͵͵ͻ ͲǤͳ͵͹Ͳ ͳǤͲͲͲͲ 
σLiquidity(notranked) ǦͲǤͲͻʹ͹ ǦͲǤͲͶͷͳ ǦͲǤʹͺͲͺ ǦͲǤͶ͹͹ͳ ͳǤͲͲͲͲ
σEAbility(notranked) ͲǤͳͷͺͺ ǦͲǤͲͷ͸͹ ǦͲǤ͵ͻͳ͹ ͲǤͳͻͳ͸ ͲǤͲʹ͸͹ ͳǤͲͲͲͲ
            
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    ȋσRating)         
(σAQualityȌǡ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
ǡο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ǡο
  Ǥ ȋσCAdequacyȌ 
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Ǥ
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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
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TABLE2.3b:	ȋ	ȌȋȌ
 ȋ	Ȍ
ȋ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Intercept ͲǤͲͲͲ͵ȗȗȗ ȋ͵ǤͳͳȌ ǦͲǤͲͲͲͲ ȋǦͲǤͲͶȌ
σEAbility ǦͲǤͲͲͲͲ ȋǦͲǤʹͷȌ ͲǤͲͲͲʹ ȋͲǤ͹ͻȌ
σAQuality ǦͲǤͲͲͲͳ ȋǦͲǤ͹ͲȌ ͲǤͲͲͲͳ ȋͲǤ͵͸Ȍ
σLiquidity ǦͲǤͲͲͲͲ ȋǦͲǤͲʹȌ ͲǤͲͲͲʹ ȋͳǤʹʹȌ
σCAdequacy ͲǤͲͲͲͲ ȋͲǤͲ͵Ȍ ǦͲǤͲͲͲͳ ȋǦͲǤͶͶȌ
q1q3_win15 ǦͲǤͲͲͲʹ ȋǦͲǤͶ͵Ȍ ͲǤͲͲͲ͵ ȋͲǤͶͷȌ
q4_win15 ǦͲǤͲͲͲʹ ȋǦͲǤ͸͸Ȍ ǦͲǤͲͲͲͶ ȋǦͲǤʹͻȌ
sec_win15 ͲǤͲͲͲʹ ȋͲǤ͵ͶȌ ǦͲǤͲͲʹͲȗ ȋǦͳǤ͸ͷȌ
σEAbility*q1q3_win15 ͲǤͲͲͲͶ ȋͳǤͲͶȌ ǦͲǤͲͲͲ͸ ȋǦͲǤͺͷȌ
σEAbility*q4_win15 ͲǤͲͲͲʹ ȋͲǤ͵ͶȌ ͲǤͲͲͳͻ ȋͳǤ͸ͳȌ
σEAbility*sec_win15 ͲǤͲͲͲͳ ȋͲǤʹʹȌ ͲǤͲͲʹͳȗ ȋͳǤͺͺȌ
σAQuality*q1q3_win15 ͲǤͲͲͲʹ ȋͲǤͶͷȌ ǦͲǤͲͲͲͻ ȋǦͳǤͶͲȌ
σAQuality*q4_win15 ͲǤͲͲͲͶ ȋͲǤ͹͸Ȍ ͲǤͲͲͲͳ ȋͲǤͳʹȌ
σAQuality*sec_win15 ͲǤͲͲͲͳ ȋͲǤͳͻȌ ͲǤͲͲͳͲ ȋǦͲǤͻ͸Ȍ
σLiquidity*q1q3_win15 ǦͲǤͲͲͲͳ ȋǦͲǤʹͷȌ ͲǤͲͲͲͲ ȋͲǤͲ͸Ȍ
σLiquidity*q4_win15 ǦͲǤͲͲͲ͵ ȋǦͲǤͷͳȌ ǦͲǤͲͲͲͺ ȋǦͲǤ͹ʹȌ
σLiquidity*sec_win15 ǦͲǤͲͲͲʹ ȋǦͲǤ͵͵Ȍ ǦͲǤͲͲʹ͹ȗȗ ȋǦʹǤͶͶȌ
σCAdequacy*q1q3_win15 ǦͲǤͲͲͲ͵ ȋǦͲǤ͸ͷȌ ͲǤͲͲͲͺ ȋͳǤʹʹȌ
σCAdequacy*q4_win15 ǦͲǤͲͲͲͶ ȋǦͲǤ͸ͷȌ ǦͲǤͲͲͲ͵ ȋǦͲǤ͵ͳȌ
σCAdequacy*sec_win15 ǦͲǤͲͲͲͶ ȋǦͲǤ͸ͲȌ ͲǤͲͲʹͶȗȗ ȋʹǤ͵ʹȌ
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2.7 Concludingremarks
            
  ǲǦǳ     Ǧ  ǡ
   Ǧ
 Ǥ  ʹͲͲ͹ǦʹͲͲͻ        
ǯ
   ǤǤ 	    Ȅ  ǡ 
ǡǡȄǡǡǦ
Ǥ
     ȋ  ǡ ͳͻͻͺȌǡ  
Ǯ
ǯ         
Ǥ
     ǡ 
  ǯ Ǥ
ǡ             
        Ǥ   
ǡǦ
ǤǤȋȌ
ͳͲǦ
ǡ
   Ǯǯǡ ǡ 
ȋʹͲͲ͹ǦʹͲͲͻȌǤ





















͵ͺ




͵
ESTIMATEDTAXABLEINCOMEANDOTHER
ACCOUTINGSIGNALSINTHECORPORATEBOND
MARKET28

3.1 Introduction
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3.4 Hypothesisdevelopment,sampleselection,andresearchdesign
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Hypothesis1a: After controlling for an individual firm’s financial distress, annual
changes in a firm’s leverage  have incremental explanatory power
overandabovechanges innet income inexplainingthevariationof
annualbondreturns(irrespectiveofthestateoftheeconomy).
Hypothesis1b: Annualchangesinnet incomeareonlyassociatedwithannualbond
returnsinperiodsoffinancialdistress(GFC).
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Hypothesis2: Aftercontrollingforanindividualfirm’sfinancialdistress,estimated
taxable incomehas incremental explanatorypoweroverandabove
changes innet incomeand changes in liquidation value forannual
bondreturnsinnonǦfinancialcrisisperiods(periodbeforetheGFC).

3.4.2 Sampleselectionandresearchdesign
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3.5 Empiricalresults
3.5.1 Descriptiveanalysis

͵ǤͳǦǦ
         ȋσBValues), 
 ȋσNIncome)ǡ    ȋσTaxIncomeȌǡ   
ȋσDefTaxȌǡȋσCITaxes)ǡȋσCRating)
  ʹͲͲͶ  ʹͲͳͳǤ      
ȋ   Ȍ     ȋ Ȍ 
Ǥ
͵Ǥͳǡ
ʹͲͲ͹ʹͲͲͻǤ










͵ʹ͵ͷΨǤ


Ͷ͹


TABLE3.1: 	Ǧ

 N Mean StdDev Median Minimum Maximum 
σBValues ʹ͹ͺ͹ ͲǤͲͲ͹ʹ ͲǤͳͳ͵͸ ǦͲǤͲͲʹͳ ǦͲǤ͹ͶͶͷ ͲǤ͸ͶͶͷ 
σNIncome ʹ͹ͺ͹ ǦͲǤͲͲͲͻ ͲǤͲͻʹͶ ͲǤͲͲͳͶ ǦͳǤͲͶ͹ʹ ͲǤͻ͸Ͳ͸ 
σTaxIncome ͳͶ͹͹ ǦͲǤͷʹ͸͸ ͲǤ͵ʹͲʹ ǦͲǤͶͷʹ͵ ǦͳǤͻͶͲͷ ͲǤͲͲͺ͸ 
σCITaxes ʹͶ͹͹ ǦͲǤͶ͸ʹ͸ ͲǤʹͳͳͳ ǦͲǤͶͶʹʹ ǦͳǤͲͲʹͺ ǦͲǤͲʹ͵ͷ 
σDefTax ʹ͹͹͵ ǦͲǤͶͻͲʹ ͲǤʹͳͺͷ ǦͲǤͶ͹ʹ͹ ǦͳǤͳ͵Ͳ͹ ͲǤͲ͹͹ʹ 
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ȌǤσBValues
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ǡσNIncome
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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          Ǥ
ǡ   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  ȋσTaxIncomeȌ Ȁ  ȋPNEarningsȌ  Ͷ͸ǤͲʹΨ
ǡ
    	 ȋ	Ȍ  Ǥ  ͵Ǥ͵  
	    Ǥ        
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TABLE3.2:  ȋȌ Ȁ  ȋȌ    	Ǧ


 σBValues σNIncome σTaxIncome PNEarnings σCITaxes σDefTax
   
σBValues ͳ Ǧ0.3501 0.1339 Ǧ0.1637 0.2357 0.2315
σNIncome Ǧ0.2111 ͳ ǦͲǤͲʹ͵͵ 0.2876 Ǧ0.0527 Ǧ0.0583
σTaxIncome 0.2002 Ǧ0.0018 ͳ 0.4823 0.8864 0.8369
PNEarnings Ǧ0.1154 0.2766 0.4602 ͳ 0.3885 0.3421
σCITaxes 0.2535 Ǧ0.0208 0.9407 0.3742 ͳ 0.9673
σDefTax 0.2392 Ǧ0.0214 0.8908 0.3414 0.9694 ͳ
ȋȌȋȌ
        ȋ       
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ǡσNIncome
         ǡ σTaxIncome   Ǧ  
ǡσCITaxes
   ǡ  σDefTax            
Ǥ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TABLE3.3: 	ȋ	Ȍ
 ȋ	Ȍͳ
ȋ	Ȍ
͵

ȋ	Ȍ
Ͷ
Intercept ͲǤͲͲͲͲ ͲǤͲͲͲͲ ͲǤͲͲͲͲ
σNIncome ͳǤͳͺʹͶ ͳǤͳͻʹͲ ͳǤͳͷ͸͵
σBValues ͳǤͳ͵ͶͶ ͳǤͳ͵Ͷ͸ ͳǤͳ͵ͷ͸
PNEarnings Ǧ ͳǤͲͻ͹ʹ ͳǤͶͳͷͲ
σTaxIncome Ǧ Ǧ ͳǤͲͲͺͶ
         ͳ  σNIncome  σBValues 
ǡʹ  σNIncomeǡσBValuesǡ PNEarningsǡ ͵ 
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
 ǡ σTaxIncome   Ǧ        
PNEarningsǯ
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 ǡ  ͳΨ     
Ǥ ǡ   ͳͲΨ        
    Ǧ  Ǥ    
    
ʹͲͲ͹ʹͲͲͻǤ
 ͵Ǥͷǡ ǡ
ʹͲͲͶʹͲͳͳǤ
ȋͷȌǤ
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TABLE3.4: 
 
	ȋαͺ͸͹Ȍ


	
ȋαͳ͵ͺͳȌ



	
ȋαͷͳʹȌ


	

ȋαʹ͹͸ͲȌ

 
100%Max ͲǤͺ͵ͷͲ ͲǤͻͺͻ͸ ͲǤ͹͹ͳͲ ͲǤͻͺͻ͸
99% ͲǤ͵ͻ͵ͷ ͲǤ͹͵͸ͳ ͲǤͶͳ͸͸ ͲǤ͸͵Ͳ͹
95% ͲǤͳʹ͸ͷ ͲǤ͵͵ͷͻ ͲǤͳͺ͹͵ ͲǤʹͷ͸͹
90% ͲǤͳͲʹ͸ ͲǤʹͳͺͺ ͲǤͳͶͲ͸ ͲǤͳͷ͵Ͳ
75%Q3 ͲǤͲ͹͹ͻ ͲǤͳͲͷͳ ͲǤͳͳͲͺ ͲǤͲͻͶͺ
50%Median ͲǤͲͷ͸ʹ ͲǤͲ͸͸Ͷ ͲǤͲͺͺͳ ͲǤͲ͸͸ʹ
25%Q1 ͲǤͲ͵͵Ͷ ͲǤͲʹ͸ͷ ͲǤͲ͹Ͳͳ ͲǤͲ͵ͷͻ
10% ͲǤͲͳͷ͹ ǦͲǤͲ͸͵ͻ ͲǤͲͷ͵ͻ ǦͲǤͲͲʹ͸Ǥ
5% ͲǤͲͲͲ͸ ǦͲǤͳͷͷͶ ͲǤͲͶ͵͹ ǦͲǤͲ͸ͶͶ
1% ǦͲǤͲ͹ͳ͵ ǦͲǤͶͺͶͷ ͲǤͲͲ͸ͺ ǦͲǤ͵͵ʹͻ
0%Min ǦͲǤʹ͹ͻʹ ǦͲǤͻͳʹʹ ǦͲǤ͹ͻ͵ͻ ǦͲǤͻͳʹʹ

	
ȋʹͲͲͶȂʹͲͲ͹Ȍǡ
	ȋʹͲͲ͹Ȃ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ȋ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Ǥ
  Ǧ  
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Ǥ
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 
ǡ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3.5.2 Associationtestresults

 ͵Ǥ͸  ͵Ǥ͹     Ǥ      
ǡ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ͳͲͲΨ
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
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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ȌǤ    
ȋσNIncomeȌ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	ȋ
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Ǧ
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ͶͲΨǡ  ʹͲΨȌǤ       σNIncome   
      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   
  ȋ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
Ǥ͵Ǥ͸
Ǥ	
    Ǧ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  ǡ σBValues  
ͳΨǤǡ

           ȋ
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Table3.5: ǡ		




ȋαʹͻ͹ͻȌ

	
ȋαͶͳͳͻȌ


	
ȋαͶͳʹ͹Ȍ

  
100%Max ͵ͺʹͲͲǤͲͲͲ ͳͲͳ͸ͻǤͲͲͲ ͵͵ͳ͹ǤͲͲͲ
99% ͹ͳͲͲǤͲͲͲ ͳͷ͵ͲǤͲͲͲ ͳ͵ʹ͸Ǥͻ͸ͺ
95% ʹͶͲͲǤͲͲͲ ͷʹ͸Ǥʹͳ͵ ͵ͶͺǤͲͲͲ
90% ͳ͵ͷ͵ǤʹͲͲ ͵Ͳ͵ǤͲͲͲ ͳ͵ͻǤͲͲͲ
75%Q3 ͵͹ͷǤͺͲͲ ͹͹ǤͳͲͲ ͵͵ǤͲͲͲ
50%Median ͻͻǤͷͲͲ ͳͲǤ͵͹͹ ͶǤͷ͵͹
25%Q1 ͳʹǤͺ͹͵ ͲǤͲͲͲ ͲǤͲͲͲ
10% ͲǤͲͲͲ Ǧ͵ǤͻͲͲ ͲǤͲͲͲ
5% ͲǤͲͲͲ ǦʹͷǤͶͶʹ ͲǤͲͲͲ
1% ͲǤͲͲͲ Ǧʹ͵͵ǤͲͲͲ Ǧ͵Ǥ͹ͳͲ
0%Min ͲǤͲͲͲ Ǧ͵ʹͷ͵ǤͲͲͲ ǦͳͳͻǤ͹ͲͲ
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 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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Ǥ



ͷͳ

ͳȌǤ ȋǦ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PNEarnings  
            ȋȌ   
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
     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     ͳͲͲΨ 
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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ǡ
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  
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 
PNEarnings   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  PNEarningsǤ   
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3.6 Concludingremarks
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TABLE3.6:
ǣ
 	


	 
	


	
PanelA:Abs(return)<1.00  

σNIncome ͲǤͳͻͳ͸ȗȗȗ ͲǤͲͳͲ͹ ͲǤʹͷͲ͹ȗȗȗ ͲǤͲ͹ͺͷ
ȋǦȌ ȋ͸Ǥ͸͸Ȍ ȋͲǤʹ͹Ȍ ȋͷǤͺͺȌ ȋͳǤʹͷȌ
σBValues ǦͲǤͶ͹͸Ͳȗȗȗ ǦͲǤͳ͹ͷʹȗȗȗ ǦͲǤͷ͹ͷͷȗȗȗ ǦͲǤ͵͹ͻ͹ȗȗȗ
ȋǦȌ ȋǦʹʹǤͲʹȌ ȋǦͷǤͷͷȌ ȋǦͳͺǤͲʹȌ ȋǦ͹Ǥ͵ͶȌ
PNEarnings ǦͲǤͲʹͺͳȗȗȗ ǦͲǤͲͶͳͷȗȗȗ ǦͲǤͲʹͳͶȗȗ ǦͲǤͲͲͺͺ
ȋǦȌ ȋǦͶǤͷ͹Ȍ ȋǦͷǤͷͳȌ ȋǦʹǤͳͶȌ ȋǦͲǤͺͷȌ
    
Ǥʹ ͲǤʹͲʹʹ ͲǤͲͺ͹͹ ͲǤʹ͸Ͳͺ ͲǤͳ͵ʹ͹
 ʹ͹͸Ͳ ͺ͸͹ ͳ͵ͺͳ ͷͳʹ
PanelB:Abs(return)<0.80  

σNIncome ͲǤͳ͸ͻͺȗȗȗ ͲǤͲͷʹͻ ͲǤʹͲʹͺȗȗȗ ͲǤͲ͹ͺͷ
ȋǦȌ ȋ͸Ǥ͵͹Ȍ ȋͳǤͷͷȌ ȋͷǤͳ͵Ȍ ȋͳǤʹͷȌ
σBValues ǦͲǤͶͷͲʹȗȗȗ ǦͲǤͳ͸͵͸ȗȗȗ ǦͲǤͷͶʹ͵ȗȗȗ ǦͲǤ͵͹ͻ͹ȗȗȗ
ȋǦȌ ȋǦʹʹǤ͹͵Ȍ ȋǦ͸ǤͲʹȌ ȋǦͳͺǤͷͷȌ ȋǦ͹Ǥ͵ͶȌ
PNEarnings ǦͲǤͲͳ͸͸ȗȗȗ ǦͲǤͲ͵ͺͶȗȗȗ ǦͲǤͲͲͶͻ ǦͲǤͲͲͺͺ
ȋǦȌ ȋǦʹǤͻ͵Ȍ ȋǦͷǤͻͳȌ ȋǦͲǤͷ͵Ȍ ȋǦͲǤͺͷȌ
    
Ǥʹ ͲǤʹͳͲ͹ ͲǤͳͲ͹ʹ ͲǤʹ͸͹͸ ͲǤͳ͵ʹ͹
 ʹ͹Ͷͻ ͺ͸ͷ ͳ͵͹ʹ ͷͳʹ
PanelC:Abs(return)<0.60  

σNIncome ͲǤͲ͹Ͳʹȗȗȗ ͲǤͲͶͺ͵ȗ ͲǤͲͷ͸Ͷ ͲǤͲͺͷ͹ȗ
ȋǦȌ ȋ͵ǤͲͺȌ ȋͳǤ͸ͷȌ ȋͳǤ͸͵Ȍ ȋͳǤͺ͹Ȍ
σBValues ǦͲǤͶͳͺͻȗȗȗ ǦͲǤͳ͸ͷͷȗȗȗ ǦͲǤͷͲͻ͹ȗȗȗ ǦͲǤʹ͸Ͷʹȗȗȗ
ȋǦȌ ȋǦʹͷǤͶͶȌ ȋǦ͹ǤͳʹȌ ȋǦʹͲǤ͹ͲȌ ȋǦ͸ǤͻʹȌ
PNEarnings ǦͲǤͲͳͳͲȗȗ ǦͲǤͲ͵ʹͶȗȗȗ ͲǤͲͲ͵Ͷ ǦͲǤͲͳͷʹȗȗ
ȋǦȌ ȋǦʹǤ͵͵Ȍ ȋǦͷǤͺͲȌ ȋͲǤͶ͵Ȍ ȋǦʹǤͲͲȌ
    
Ǥʹ ͲǤʹʹͶ͹ ͲǤͲͻ͸ͻ ͲǤʹ͹ͻͶ ͲǤͳͶ͵͸
 ʹ͹ʹͳ ͺ͸͵ ͳ͵ͷͲ ͷͲͺ
  






ͷ͵


TABLE3.6:
 	


	 
	


	
PanelD:Abs(return)<0.40  

ȋǦȌ ȋͲǤͺͳȌ ȋͳǤͶͻȌ ȋǦͲǤͷ͸Ȍ ȋͳǤʹʹȌ
σBValues ǦͲǤ͵ͷͺ͹ȗȗȗ ǦͲǤͳ͸͵ͻȗȗȗ ǦͲǤͶʹͺͶȗȗȗ ǦͲǤʹͶ͸ͷȗȗȗ
ȋǦȌ ȋǦʹͷǤͻʹȌ ȋǦͺǤʹͳȌ ȋǦʹͲǤ͸͹Ȍ ȋǦ͹Ǥ͵͵Ȍ
PNEarnings ǦͲǤͲͲͲͷȗȗ ǦͲǤͲʹͳͷȗȗȗ ͲǤͲͲ͵͸ ǦͲǤͲͳ͸ͺȗȗ
ȋǦȌ ȋǦʹǤ͵ͺȌ ȋǦͶǤͶ͸Ȍ ȋͲǤͷͷȌ ȋǦʹǤͷ͵Ȍ
    
Ǥʹ ͲǤʹͳͺʹ ͲǤͳͲͷ͸ ͲǤʹ͸Ͷͷ ͲǤͳ͹ͳͶ
 ʹ͸͹ͷ ͺͷͻ ͳ͵ͳͳ ͷͲͷ
  
PanelE:Abs(return)<0.20  

σNIncome ǦͲǤͲͳ͵ͺ ͲǤͲʹ͹ʹ ǦͲǤͲ͸͸͹ȗȗȗ ͲǤͲ͵͸ͳ
ȋǦȌ ȋǦͲǤͻͷȌ ȋͳǤ͵ͳȌ ȋǦ͵ǤͲͻȌ ȋͳǤͶͷȌ
σBValues ǦͲǤʹʹͻ͵ȗȗȗ ǦͲǤͳʹʹ͸ȗȗȗ ǦͲǤʹ͸͵ͳȗȗȗ ǦͲǤͲͲͺ͹ͳȗȗȗ
ȋǦȌ ȋǦʹʹǤʹͺȌ ȋǦ͹ǤͷͲȌ ȋǦͳ͸Ǥ͸ͲȌ ȋǦͶǤʹͲȌ
PNEarnings ǦͲǤͲͲͶͲ ǦͲǤͲʹͳͲȗȗȗ ͲǤͲͳͲͺȗȗ ǦͲǤͲͳͶͷȗȗȗ
ȋǦȌ ȋǦͳǤ͵ͷȌ ȋǦͷǤʹ͸Ȍ ȋʹǤͳ͸Ȍ ȋǦ͵ǤͷͶȌ
    
Ǥʹ ͲǤͳ͹͹͵ ͲǤͲͻ͹͵ ͲǤʹͲͶͻ ͲǤͳʹͲͲ
 ʹͷͲ͹ ͺͶ͸ ͳͳ͹ͷ Ͷͺ͸
  
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TABLE3.7: 
ǣ




	


	


	
	
PanelA:Abs(return)<1.00

σNIncome ͲǤͲͺ͹ͻȗȗ ͲǤͲͳͳͶ ͲǤͳͳͲ͹ȗȗȗ
ȋǦȌ ȋʹǤͶ͸Ȍ ȋͲǤʹͲȌ ȋʹǤͷͻȌ
σBValues ǦͲǤͶ͸͸ͳȗȗȗ ǦͲǤͲͺʹͶȗ ǦͲǤͷ͸͸ͻȗȗȗ
ȋǦȌ ȋǦͳ͸ǤͳͻȌ ȋǦͳǤͺͳȌ ȋǦͳ͸Ǥʹ͹Ȍ
PNEarnings ǦͲǤͲͲ͵ͻ ǦͲǤͲͲʹͳ ǦͲǤͲͲ͵ͻ
ȋǦȌ ȋǦͲǤͶʹȌ ȋǦͲǤͳ͸Ȍ ȋǦͲǤ͵͵Ȍ
σTaxIncome ǦͲǤͲʹ͹͵ȗȗ ǦͲǤͳͳͳͺȗȗȗ ͲǤͲͲ͹ͻ
ȋǦȌ ȋǦʹǤ͵͸Ȍ ȋǦ͹ǤͶͶȌ ȋͲǤͷͶȌ
   
Ǥʹ ͲǤͳͻͷͶ ͲǤʹͲͶͲ ͲǤʹͶͺ͵
 ͳͶ͸ͳ Ͷ͸͹ ͻͻͶ
 
PanelB:Abs(return)<0.80

σNIncome ͲǤͲ͹͹͸ȗȗ ͲǤͲͳͳͶ ͲǤͲͻ͹ͻȗȗ
ȋǦȌ ȋʹǤ͵ͲȌ ȋͲǤʹʹȌ ȋʹǤͶʹȌ
σBValues ǦͲǤͶͷͷͲȗȗȗ ǦͲǤͲͺͷ͸ȗȗ ǦͲǤͷͷͶʹȗȗȗ
ȋǦȌ ȋǦͳ͸Ǥ͹ͷȌ ȋǦʹǤͲͻȌ ȋǦͳ͸Ǥ͹͸Ȍ
PNEarnings ͲǤͲͲͲ͵ ͲǤͲͲͷʹ ǦͲǤͲͲͳ͵
ȋǦȌ ȋͲǤͲ͵Ȍ ȋͲǤͶ͸Ȍ ȋǦͲǤͳͳȌ
σTaxIncome ǦͲǤͲʹͺͻȗȗȗ ǦͲǤͳͲʹͺȗȗȗ ͲǤͲͲʹͻ
ȋǦȌ ȋǦʹǤ͸ͷȌ ȋǦ͹Ǥͷ͸Ȍ ȋͲǤʹͳȌ
   
Ǥʹ ͲǤʹͲ͸͹ ͲǤʹͳͳͳ ͲǤʹͷͻͻ
 ͳͶͷͺ Ͷ͸͸ ͻͻʹ
 
PanelC:Abs(return)<0.60

σNIncome ͲǤͲͶͳʹ ͲǤͲͲ͹ͷ ͲǤͲͷ͵ͺ
ȋǦȌ ȋͳǤͶ͸Ȍ ȋͲǤͳͺȌ ȋͳǤͷ͹Ȍ
σBValues ǦͲǤͶͲͷͻȗȗȗ ǦͲǤͳͲ͵ͷȗȗȗ ǦͲǤͶͻʹͺȗȗȗ
ȋǦȌ ȋǦͳͺǤͲͶȌ ȋǦ͵ǤͲ͹Ȍ ȋǦͳ͹ǤͺͻȌ
PNEarnings ͲǤͲͲͲͶ ͲǤͲͲ͸͵ ǦͲǤͲͲʹͶ
ȋǦȌ ȋͲǤͲ͸Ȍ ȋͲǤ͸ͺȌ ȋǦͲǤʹͷȌ
σTaxIncome ǦͲǤͲʹͲͲȗȗ ǦͲǤͲͺͲͶȗȗȗ ͲǤͲͲ͹͸
ȋǦȌ ȋǦʹǤʹͲȌ ȋǦ͹ǤͳʹȌ ȋͲǤ͸ͷȌ
   
Ǥʹ ͲǤʹͳͻʹ ͲǤͳͷͶ͹ ͲǤʹ͹ͷͺ
 ͳͶͶ͵ Ͷ͸Ͷ ͻ͹ͻ
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TABLE3.7: 

PanelD:Abs(return)<0.40

σNIncome ǦͲǤͲ͵Ͳͷ ͲǤͲͲͷͻ ͲǤͲ͵Ͷʹ
ȋǦȌ ȋǦͳǤ͵ͳȌ ȋͲǤͳ͸Ȍ ȋǦͳǤʹͳȌ
σBValues ǦͲǤ͵͵ͺ͸ȗȗȗ ǦͲǤͳͳͻͳȗȗȗ ǦͲǤͶͲ͸Ͳȗȗȗ
ȋǦȌ ȋǦͳͺǤͶͷȌ ȋǦͶǤͲʹȌ ȋǦͳͺǤͳ͹Ȍ
PNEarnings ͲǤͲͲͲͻ ͲǤͲͲͺʹ ͲǤͲͲͳͺ
ȋǦȌ ȋͲǤͳ͸Ȍ ȋͳǤͲͳȌ ȋǦͲǤʹ͵Ȍ
σTaxIncome ǦͲǤͲʹ͸ͳȗȗȗ ǦͲǤͲ͸Ͳͳȗȗȗ ǦͲǤͲͲͺ͸
ȋǦȌ ȋǦ͵ǤͷͳȌ ȋǦͷǤͻͻȌ ȋǦͲǤͻͳȌ
   
Ǥʹ ͲǤʹͳͻͳ ͲǤͳͶͲͳ ͲǤʹ͹ͲͶ
 ͳͶͳͺ Ͷ͸ͳ ͻ͹ͻ
 
PanelEAbs(return)<0.20

σNIncome ǦͲǤͲ͵Ͷͻȗȗ ͲǤͲ͵͹͵ ǦͲǤͲͷͲʹȗȗ
ȋǦȌ ȋǦͳǤͻ͹Ȍ ȋͳǤʹͺȌ ȋǦʹǤ͵͵Ȍ
σBValues ǦͲǤʹͳ͹ͷȗȗȗ ǦͲǤͲ͸ͻͷȗȗȗ ǦͲǤʹ͸͹ͳȗȗȗ
ȋǦȌ ȋǦͳͷǤ͸ʹȌ ȋǦ͵ǤͲͳȌ ȋǦͳͷǤͷʹȌ
PNEarnings ͲǤͲͲͳ͹ ǦͲǤͲͲͳͲ ͲǤͲͲͲͺ
ȋǦȌ ȋͲǤ͵͸Ȍ ȋͲǤͳ͸Ȍ ȋͲǤͳͶȌ
σTaxIncome ǦͲǤͲͳͺ͸ȗȗȗ ǦͲǤͲ͵ͻͶȗȗȗ ǦͲǤͲͲͺͳ
ȋǦȌ ȋǦ͵Ǥ͵ͻȌ ȋǦͶǤͻͷȌ ȋǦͳǤͳ͸Ȍ
   
Ǥʹ ͲǤͳͺͲͳ ͲǤͳͳͻͺ ͲǤʹʹ͸͸
 ͳ͵͵ͷ Ͷͷʹ ͺͺ͵
 
       Ǧ     σNIncomeǡ
σBValuesǡPNEarningsǡσTaxIncome
	ȋʹͲͲͶȂʹͲͲ͹Ȍǡ
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	
ȋʹͲͲͻǦʹͲͳͳȌǤσBValues  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ǡσTaxIncomeǦ
PNEarningsǯ
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4.1 Introduction
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4.2 Priorresearchandhypothesisdevelopment
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4.2.2 Hypothesisdevelopment
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Hypothesis1a: Annual changes in accruals (οACCR) are incrementally associated
with annual bond returns during the recent financial crisis after
controlling for firmǦspecific distress indicators (LOSS) and credit
ratingsinformation(Speculative).

Hypothesis1b: Annual changes in cash flows (οCF) are incrementally associated
with annual bond returns during the recent financial crisis after
controlling for firmǦspecific distress indicators (LOSS) and credit
ratingsinformation(Speculative).
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Hypothesis2a: Annual changes in accruals (οACCR) are incrementally associated
with annual bond returns during the recent financial crisis after
controlling formarketǦbased informationrelated to the stateof the
economy(VIX)andchangesincreditratings(οRating).

Hypothesis2b: Annual changes in cash flows (οCF) are incrementally associated
with annual bond returns during the recent financial crisis after
controlling formarketǦbased informationrelated to the stateof the
economy(VIX)andchangesincreditratings(οRating).

4.3 Methodology
4.3.1 Quantileregressionapproach


ȋȌǤ
      Ǥ
ȋ ͳͻ͹ͺȌ 
ȋȌǡ  

     ȋǤǤǡ ǡ   ǡ
ǤȌǤǡ
ǤͶǤͳ
         Ǧ   
ȋȌǦǤ
ǡ
  Ǥ   ͶǤͳǡ (p)  ޻       
ȋʹͲͲ͹ȌǤȋȌǡߚ଴ ൅ ߚଵݔ௜
Ǥ	ǡ
   Ǥ  ǡ  ǲ     
       ǳ ȋ 


͸͵

 ʹͲͲ͹ȌǤ     ݑఏ௜  ǡ ޻   
ȋͶǤͳȌǤ

TABLE4.1
 
   ȋʹͷȌ  
ݕ௜ ൌ ߚ଴ ൅ ߚଵݔ௜ ൅ ߝ௜ ݕ௜ ൌ ߚ଴ሺ௣ሻ ൅ ߚଵሺ௣ሻݔ௜ ൅ ߝ௜ሺ௣ሻ
݋ݎǣݕ௜ ൌ ݔ௜ᇱߚ௜ ൅ ݑ௜ ݋ݎǣ ݕ௜ ൌ ݔ௜ᇱߚఏ ൅ ݑఏ௜
 ^ ` ETT  { ')(:inf)( iiii xxyFyxyQuant 
 0)(  ii xuQuant TT 
 


4.3.2 Researchdesignandsampleselection
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